Why, when, and how to diversify? A comparison between Western theories and the cognition of Chinese enterprises
Introduction
The strategy of diversification has been popular in the world since the 1960s (Hoskisson and Hitt, 1990: 461) . Along with the rapid development of the Chinese economy and enterprises, a lot of Chinese firms have taken the diversification strategy as a means of development since the 1990s. There have been a large number of researches on diversification in the West, but there are few empirical studies in China. Hoskisson and Hitt (1990: 498) provided us with a holistic model of "Diversification MotivationsmDiversification StrategiesmFirm's Performance" on the basis of an extensive review on the studies of diversification. If the relationships described in the holistic model are studied in the Chinese context, an interesting question arises-why, when and how to diversify? Are there any difference between the cognition of Western theories and that of Chinese enterprises on the motivation (why), timing (when) and industry choice (how) of enterprises' diversification? In this paper, two samples are selected to seek an exploratory answer to this question. The first one is 140 papers on enterprises' diversification published in top-notch Western journals from 1981 to 2000; the second one is public statements on enterprises' diversification by 30 influential CEOs in China.
2 A theoretical analysis on the motivation, timing and industry choice of diversifi cation
Motivation of diversifi cation
Why do firms choose the strategy of diversification? The existing literature gives explanations mainly from the following six perspectives.
Resource-based theory (RBT). Penrose (1995: 24) pointed out that "a firm is more than an administrative unit; it is also a collection of productive resources, the disposal of which between different uses and over time is determined by administrative decision." The optimal growth of the firm involves a balance between the exploration of existing resources and the development of new resources (Wernerfelt, 1984: 172, 178) . Developed from the resource theory, the competence theory believes that companies intending on competence leadership tend towards horizontal diversification-around the core competence-rather than towards vertical integration (Hamel, 1994: 30) . In empirical researches, resources are sorted into tangible resources, intangible resources and financial resources. Both the sharing of tangible resources and the transfer of intangible resources may facilitate diversification (Hoskisson and Hitt, 1990; Chatterjee and Wernerfelt, 1991; Farjoun, 1998; Kochhar and Hitt, 1998) .
Transaction Cost Theory (TCT). Williamson (1975) suggested that internal capital markets provide a rationale for diversification. Firms diversify to internalize their assets rather than to sell off their excess assets or to contract for services from markets due to high transaction costs, especially for those much specialized assets and services. Therefore, firms can create an internal capital market with a multi-divisional structure to allocate capital effectively.
Portfolio Theory (PT). The fundamental premise of the portfolio theory suggests that diversified investments balance risks and stabilize revenues. Markham (1973) argued that the total risk, as measured by the variability of consolidated cash flows, is reduced by diversification whenever the respective cash flows of a multi-business firm are not perfectly correlated. Lubatkin and Chatterjee (1994) found that the relationship between corporate diversification and stock return risk generates a U-shaped graph. Thus, an important way for corporations to minimize risks is to diversify into similar businesses rather than into identical or different businesses.
Agency Theory (AT). The agency theory proposes that a utility-maximizing economic agent may take actions that are inconsistent with the interests of the principal (Jensen & Meckling, 1976) . Amihud and Lev (1981) proposed that managers in manager-controlled firms tend to apply policies that distract and reduce risks, although stockholders can diversify on their own in capital markets. The embryonic work of Amihud & Lev (1981) has been calling for a large number of empirical studies on managerial motives to diversify. The firm's diversification may be due to the managerial consideration of lowering their employment risk and increasing their compensation, rather than objective causes such as resources, market failures, government policies or asset portfolio (Hoskisson and Hitt, 1990; Lane, Cannella and Lubatkin, 1998; Amihud and Lev, 1999; Rose and Shepard, 1997) .
Governmental Policy (GP). Anti-trust and tax laws are the main government policies that provide incentives to diversify. Ravenscraf and Scherer (1987) and Markides (1995) showed that the anti-trust constraints on horizontal and vertical mergers had become much stringent and this had resulted in preponderant conglomeration by the 1960s, whereas the constraints were loosened to permit more and larger horizontal mergers in the 1980s and to make refocused mergers and acquisitions prominent. Auerbach and Reishus (1988), and Turk and Baysinger (1989) examined the effects of taxes on diversification from two perspectives-shareholder taxation and corporate taxation. 
Institutional Theory (IT).
It is preferred to explain the firm's diversification in the countries or regions of transitional or emerging economy from the perspective of the institutional theory (Guthrie, 1997; Khanna and Palepu 1997; Li and Wong, 2003; Yao, Lv and Lan, 2004) . In these countries or regions, the firm's development largely depends on acquiring resources through non-market mechanisms rather than market mechanisms. Thus, the institutional factors may need to be included when we study the motivation and strategy of diversification of Chinese enterprises.
Timing of diversifi cation
When does a firm diversify? When a firm takes the strategy of diversification, external environments and internal conditions will be evaluated. Such analysis is called the "Strength-Weakness-Opportunity-Threat (SWOT)" analysis (Anthony, 1965; Ansoff, 1965; Andrews, 1971) , which is the basic framework of the process of strategic analysis. The firm's operator identifies both opportunities and threats provided by external environments, and finds both strengths and weaknesses through estimating internal conditions. Therefore, to recognize and choose proper timing is an important aspect of the analysis and choice of the strategy of diversification.
Industry choice of diversifi cation
Diversification is a method of the firm's development by entering into different industries, thus industry choice is part of the core of diversification. In most of the literature on diversification, industry choice is considered based on the relationship among industries in which the firm has been engaged. For example, Rumelt (1974) classified the firm's strategy of diversification into four types based on the proportion of every single business to its revenues. The four types are single business, dominant business, related business and unrelated business. Another method to estimate the business relatedness includes the use of the Standard Industry Classification (SIC) codes. For example, the method of business relatedness measurement in Simmonds (1990) is as follows. Each four-digit SIC code defines a unique business, and all the other businesses with the same first two digits of the SIC code are deemed related. Porter (1985: 376) suggested that the presence of the interrelationship per se is not sufficient justification for entering an industry unless they allow a firm to transform an unattractive industry into an attractive one. Thus, seeking industries with both an attractive structure and the interrelationship that will yield a competitive advantage in those industries are the twin keys to the strategy of diversification. There are three types of interrelationships, which are tangible, intangible and competitor interrelationships. Including procurement, technology, infrastructure, production, and market interrelationships, the tangible interrelationship arises from opportunities to share activities in the value chain among related business units, due to the presence of common buyers, channels, technologies, and other factors (Porter, 1985: 324) . The intangible interrelationshi p involves the transference of management experience and skills among separate value chains. Businesses that cannot share activities may nevertheless be similar in generic terms, such as the type of buyer, type of purchase, type of manufacturi ng process employed and type of relationship with the government (Porter, 1985: 324) . The competitor interrelationship stems from the existence of rivals that actually or potentially compete with a firm in more than one industry (Porter, 1985: 325) . The state of competition in an industry depends on five basic competitive forces, which are potential entrants, substitute producers, suppliers, buyers and current competitors. The collective strength of these forces determines the ultimate profit and the potential of the firm in the industry, and thus the industrial attractiveness (Porter, 1980: 6) , which includes the potential of the profit and market in the industry, the entry and exit barriers of the industry, the fixed costs and storage costs, government policies and so on. Table 1 ), and most of the papers appeared during the period from 1986 to 2000 (See Table 2 ). The research group studied each of the 140 papers and extracted the discussions Year of publication 1981-1985 1986-1990 1991-1995 1996-2000 Table 3 (a)). The public statements of the 30 CEOs on diversification since 2000 were collected. They were either in the form of interviews with the CEOs or articles or speeches by the CEOs. After collecting the public statements, 150 pages of about-218,500-character data in Chinese were obtained for further coding. The average number of characters in each CEO's data was 7,283, which ranged from 628 to 20,000 (See Table 3 (b)).
Research methods and procedures
The qualitative open coding was employed in the data of the three samples to encode the motivation, timing and industry choice of diversification. After the qualitative open coding was finished, the qualitative factor analysis was utilized on the coding results for item reduction and structure identification.
Qualitative open coding
Coding is the analytic process through which data are fractured, conceptualized, and integrated to form theories (Strauss & Corbin, 1998: 3) . Qualitative coding means creating categories from the interpretation of data (Goulding, 2002: 76) . Open coding is the analytic process through which concepts are identified and their properties and dimensions are discovered in data (Strauss and Corbin, 1998: 101) . In this paper, the qualitative open coding is employed, which has three characteristics. First, it doesn't require preconceived theoretical structures; second, the data need not be quantified; third, the concepts are identified and their properties and dimensions are discovered in the data. Two coding methods are used in this study-coding line-by-line and coding by analyzing a whole sentence or paragraph (Strauss and Corbin, 1998: 119-120) .
The data of the two samples on the motivation, timing and industry choice of diversification were coded in double-blind fashion by three authors. The requirements of coding were as follows. For the data of Sample I, i.e., the 140 papers, the same viewpoints put forward by the same author in each paper were coded only once; for the data of Sample II, i.e., the 30 CEOs' public statements, the same viewpoints that appeared in the same case were coded only once. After the coding, the results were summarized, then the research head discussed them with the three coders item by item. The agreement rates of coding before discussion are presented in Table 4 . The sums of the three-coder-agreement rate and the two-coder-agreement rate exceed 60% except those of the timing and industry choice coding of the 140 papers (the sum of the three-coder-agreement rate and the two-coder-agreement rate of timing coding is 42%, and that of industry choice coding is 50%). Yet, the sum of the three-coder-agreement rate and the two-coder-agreement rate of the motivation coding about the 140 papers is up to 83%. Therefore, the reliability of data coding is acceptable as a whole. All those items that were ambiguous or on which the coders couldn't reach agreement through discussion were deleted, thus all the retained items gained agreement of the president and the three coders. The information about the change in the item number is showed in Table 5 . Notes: The numbers in ( ) mean the numbers of the terms we added to or deleted from the terms lists after discussion. For example, in "motivation" of "Sample I" we read 345 (−24), which means that 369-24 = 345. In other words, the number before discussion was 369, and the number after discussion was 345. We deleted 24 ambiguous terms through discussion. 
Qualitative factor analysis
This is a process similar to the factor analysis in quantitative research. The process includes three steps (Eisenhardt, 1989) . The first step is to sort the original data into major categories, guided by an initial general theoretical framework. The second step is to identify subcategories in each major category. The third step is to give a label for each subcategory. The purpose of the qualitative factor analysis is to identify themes from a large volume of qualitative data, i.e., to reduce the data and identify the construction of the data.
Step 1: sorting the terms of motivation, timing and industry choice into major categories guided by the initial theoretical framework respectively Three authors sorted the items in double-blind fashion according to the meaning of each item. For the motivation items, we used six major categories suggested mainly by Hoskisson and Hitt (1990) . The six categories are resource-based theory (RBT), portfolio theory (PT), agency theory (AT), transaction cost theory (TCT), government policy (GP), and institutional theory (IT). For the timing items, we employed four major categories based on SWOT analysis. The four categories are strength (S), weakness (W), opportunity (O) and threat (T). For the industry choice items, we utilized two major categories suggested by Porter (1985) , which are interrelationship and attractiveness. What cannot be sorted into the above-mentioned categories is sorted into an additional category named "other."
After summarizing the sorting results, the research head and the three coders discussed the items without consensus of sorting. The agreement rates of the sorting before discussion are showed in Table 4 . We can learn from Table 4 that the sum of the three-coder-agreement rate and the two-coder-agreement rate ranges from 83% to 100%, so the sorting reliability is quite high. All those items that were ambiguous or could not reach agreement through discussion were deleted. The information about the change in the item number is shown in Table 5 .
Step 2: sorting the items in each major category into subcategories The next step of sorting is to identify subcategories for each of the major categories. Each of the three authors independently sorted the items in each major category into subcategories according to the similarity of the meaning of each item. The agreement rates of sorting before discussion are shown in Table 4 . We learn from the table that the sums of the three-coder-agreement and the two-coder-agreement rate for each sample are above 83%, most of which ranges from 90% to 100%. Thus, the sorting reliability is quite high. Similar to Step 1, all those items that were ambiguous or could not reach agreement through discussion were deleted. The information about the change in the item number is showed in Table 5 .
Step 3: labeling each subcategory Three authors independently selected a representative statement for each subcategory, using the most frequently mentioned item in the subcategory. After summarizing the results of the three coders, the research head discussed with the three coders the labeling of each subcategory, and eliminated those subcategories that consisted of only one item. The final results of the qualitative open coding and the qualitative factor analysis are shown in Table 6 , 7 and 8. (18) To exploit economies of scale (18) To exploit economies of scope (35) To lower costs, such as fixed costs, wage cost, transport cost and the cost of capital (8) To discourage potential rivals or subvert competitive forces through mechanisms such as cross-subsidization, predatory pricing, reciprocity in selling and buying, barriers to entry (7) To enhance the firm's market power and
To extend the industry chain (7) competitive position (26) To obtain and expand the firm's resources (11) To acquire important resources (3)
Portfolio theory (102) Portfolio theory (58)
To widen and exploit market opportunities (13) To widen and exploit market opportunities (13) To reduce risks (35) To reduce risks (11) To increase the firm's profitability (11) To acquire profits(8) To offset the firm's weaknesses and get over To offset firm's weaknesses, including their poor performance (8) internal difficulties and external restrictions (8) To adapt to the environmental uncertainty, To realize the complementary development such as changes in supply and demand, between industries (9) technology, capital market, industry structure (20) To reduce the revenue variance (15) To optimize the industry distribution and stabilize the firm's position (9)
Agency theory (17)
To increase managerial benefits, such as reducing managerial employment risk and increasing managerial compensation and status (17) 5 Results and comparison
Analysis on the similarities and differences between Western theories and the cognition of Chinese enterprises on the motivation of diversifi cation
Firstly, the contingency table (see Table 9 ) was calculated according to Table 6 . Secondly, the Chi-square similarity values (see Table 10 ) were calculated from Table 9 . The main similarity between the cognition of Western theories and Chinese enterprises on the motivation of diversification is that they both view it mainly from the perspectives of the resource-based view and asset portfolio theory. Such similarity is obviously shown in Table 9 where the percentages in each sample are 55.9, 47.1 and 29.6, 48.1, respectively. The total percentage of the two perspectives of RBV and PT is 88.2.
As the detailed contents show in Table 6 , the cognitive similarities between Western theories and Chinese enterprises on the motivation of diversification in the perspectives of the resource-based theory and portfolio theory are salient. From the perspective of the resource-based theory, they both emphasize much that firms diversify to exploit their tangible and intangible resources, to realize scale 
Transaction cost theory (26) Transaction cost theory (3)
To benefit from an internal capital market (9) To benefit from an internal capital market (3) To get over market failure and lower transaction costs (10) To benefit from information asymmetry (4) To gain integration economies (3)
Government policy (7)
To acquire tax benefits (5) To evade important restrictions (2) Others (2) To internationalize the firm (2) Notes: The numbers in parentheses are the numbers of items included in the major categories or subcategories, and the phrases are the labels of the major categories or subcategories. For the data of Sample I of the 140 papers, the same viewpoints put forward by the same author in each paper were coded only once; for the data of Sample II, i.e., the 30 CEOs' public statements, the same viewpoints appearing in the same case were coded only once. (2) names (12) When the core business is operated successfully (14) When the production capability of the core business exceeds the demand of the market (3)
Weakness (5)
When the operation of the core business is not successful, for example, the brand name is not famous, or the profit is not high (3) When the operation of the core business has difficulty(2)
Opportunities (4) Opportunities (7)
when environmental uncertainties decreases (2) when markets are growing (2) When the potentiality of the new industry is large (4) When the growing economy gives opportunities to the new industry (3)
Threats (26) Threats (20)
When there is limited potential in the firm's present markets (16) When the present markets have declined and lack potential (11) When the competition in present markets is fierce (5) When the firm's own business become When the present business has high risks and more risky (3) is unstable (2) When the demand conditions in original When the present business is restricted by the markets have changed and become business environment (2) uncertain (2) and scope economies, to lower costs, and to acquire resources. And from the perspective of the asset portfolio theory, they both argue that firms diversify to exploit market opportunities, to lower operation risks, to acquire profits, to adapt to changes and restrictions, and to stabilize revenues.
As shown in Table 9 and 10, however, the cognitive differences between Western theories and Chinese enterprises on the motivation of diversification are also obvious. For Sample I, Western theories emphasize the factors pertinent to the resource-based theory, agency theory, transaction cost theory and government policies (the Chi-square similarity values are 0.33, 1.5, 0.91 and 0.62, respectively). For Sample II, Chinese CEOs pay more attention to the factors related to the portfolio theory (the Chi-square similarity value is 7.01). In Table 10 , although the factor denoting "others" is strongly related to Sample II (the Chi-square similarity value is 4.31) for there are only 2 items in this subcategory, we ignore this factor in our discussion. Therefore, the overview of the differences between the cognition of Western theories and that of Chinese enterprises on the motivation of diversification can reach a conclusion that the former emphasizes the motivation factors related to the resource-based theory, agency theory, transaction cost theory and government policies, while the latter thinks much of the factors relevant to the portfolio theory. The total difference is distinct with the Chi-square of 28.372 (df = 5, p = 0.000) and Cramer's V of 0.247 (p = 0.000).
Analysis on the similarities and differences between the cognition of Western theories and that of Chinese enterprises on the timing of diversifi cation
The methods of calculating the contingency (Table 11 ) and the Chi-square similarity values (Table 12) are the same as above. The cognition on the timing of (Continued) Sample I Sample II Western theories (36) Chinese CEOs (88) When the technology conditions in original markets have changed and become uncertain (3) When the core industry is regulated, for example, by anti-trust enforcement (2) Notes: The numbers in parentheses are the numbers of items included in the major categories or subcategories, and the phrases are the labels of the major categories or subcategories. For the data of Sample I involving the 140 papers, the same viewpoints put forward by the same author in each paper were coded only once; for the data of Sample II, i.e., the 30 CEOs' public statements, the same viewpoints appearing in the same case were coded only once.
diversification between Western theories and Chinese enterprises is remarkably different except that they both pay more attention to the opportunity of diversification (the percentages of opportunities are 11.11 and 7.95, respectively in Table 11 ; and the Chi-square similarity values are 0.2 and −0.08, respectively in Table 12 , which are near zero). (10) Intangible interrelationships (7) Market interrelationships (9) Market interrelationships (6) Infrastructure interrelationships (3) Procurement interrelationships (2) Industry that can exploit the firm's core competence (3) Production interrelationships (2) Industry that is in the industry chain of the present business (6) Industry that is related to the present industry (6) Attractiveness (2) Attractiveness (60) Industry with great potentialities (2) Industry with large demand and great potentialities (22) Industry with high profits (7) Industry with stable revenues and low risks (3) Industry permitted or encouraged by government policies (4) Industry with low entering barrier (6) Industry whose competition is not fierce (6) Industry with technology that is leading in the world (2) Industry with national or local comparative advantages (5) Industry that can make the firm well-known (3) Industry with high entering barrier (2) Notes: The numbers in parentheses are the numbers of items included in the major categories or subcategories, and the phrases are the labels of the major categories or subcategories. For the data of Sample I involving the 140 papers, the same viewpoints put forward by the same author in each paper were coded only once; for the data of Sample II, i.e., the 30 CEOs' public statements, the same viewpoints appearing in the same case were coded only once. Notes: χ 2 = 28.372 (df = 5, p = 0.000), Cramer's V = 0.247 (p = 0.000). Notes: χ 2 = 30.476 (df = 3, p = 0.000), Cramer's V = 0.496 (p = 0.000). As showed in Table 12 , Sample I of Western theories emphasizes the factors of threats (the Chi-square similarity value is 12), while Sample II of Chinese CEOs pays more attention to strengths and weaknesses (the Chi-square similarity values are 3.27 and 0.59 respectively). The total difference was distinct with the Chi-square of 30.476 (df = 3, p = 0.0000) and Cramer's V of 0.496 (p = 0.000).
5.3 Analysis on the similarities and differences between the cognition of Western theories and that of Chinese enterprises on the industry choice of diversifi cation Table 13 and Table 14 are calculated in the same way as above. As shown in Tables 13 and 14 , Sample I of Western theories emphasizes the factors of interrelationship (the Chi-square similarity value is 11.62); Sample II of Chinese CEOs pays more attention to attractiveness (the Chi-square similarity value is 5.68).
As the detailed contents shown in Table 8 , in addition to technological, intangible and market interrelationships emphasized by Western theories, Chinese enterprises lay more emphasis on resource-sharing, business relatedness and similarities, and business complementariness. Therefore, in the overview of the similarities and differences between the cognition of Western theories and that of Chinese enterprises on the industry choice of diversification, it can be concluded that the former remarkably focuses on the interrelationships between the original industries and the intended industries, while the latter pays more attention to attractiveness than interrelationships. Nevertheless, Chinese enterprises comparatively seek balance between the interrelationship and attractiveness than Western theories do. The total difference is distinct with the Chi-square of 35.212 (df = 1, p = 0.000) and Cramer's V of 0.511 (p = 0.000).
Conclusions and discussions
Why, when, and how to diversify? Is the cognition of Chinese enterprises on these different from that of Western theories? In this exploratory study, two different samples were selected, including 140 papers published in the top Western journals, and the public statements of 30 influential CEOs in China. Both the qualitative open coding and the qualitative factor analysis were employed in the data of the two samples respectively, and then the corresponding analysis was utilized to find out the similarities and differences between the cognition of Western theories and that of Chinese enterprises on the motivation, timing and industry choice of enterprises' diversification.
Firstly, the main cognitive similarity between Western theories and Chinese enterprises on the motivation of diversification is that they both consider the diversification motivation mainly from the perspectives of the resource-based view and asset portfolio theory. The main cognitive difference between them is that Western theories emphasize the motivation factors related to resource-based theory, agency theory, transaction cost theory and government policies, while Chinese enterprises consider more of the factors relevant to portfolio theory.
Secondly, the cognitive difference on the timing of diversification between Western theories and Chinese enterprises is distinct. Western theories emphasize that firms diversify when they meet threats, while Chinese enterprises stress that firms diversify when they have enough strengths or some weaknesses.
Thirdly, the cognitive difference on the industry choice of diversification between Western theories and Chinese enterprises is significant, too. Western theories remarkably emphasize the interrelationships between the original industries and the intended industries, while Chinese enterprises pay more attention to attractiveness than interrelationship.
Some interesting and meaningful questions should be studied further, which are brought forward by the cognitive similarities and differences on the timing and industry choice of diversification between Western theories and Chinese enterprises.
Firstly, if the causal relationship between motivation and industry choice is made on the basis of the holistic model given by Hoskisson and Hitt (1990) , the different relationships are set. Western theories that emphasize the factors related to the resource-based theory, agency theory, transaction cost theory and government policies prefer the industries with interrelationships to those with attractiveness. However, Chinese enterprises that stress the factors pertinent to the portfolio theory seek the industries with more attractiveness than interrelationships. Does such a relationship have any theoretical logic? If there is, can the relationship be empirically supported?
Secondly, Western theories emphasize that companies are diversified when they meet threats, and they think of the motivation of diversification from the perspectives of resource-based theory, agency theory, transaction cost theory and government policies. However, Chinese enterprises stress that firms diversify when they have enough strengths, and they consider the motivation of diversificatio n from the perspective of the portfolio theory. Does the relationship between timing and motivation have any theoretical logic? If there is, can the relationships be empirically supported?
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